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August 8, 2005
FDIC

Mr. DonaldE. Powell
Chairmanof the Board
FederalDeposit InsuranceCorporation
550 17thSt. NW
Washington, D.C. 20429

Dear Chainnan Powell:

I write to urge you, in your role as Supervisoroflndustrial Banks for the Stateof Utah, to give
extremelycareful considerationto the applicationof Wal-MartStoresto receive a charterfor an
industrialloan companyin the State of Utah.

This applicationdeservesthe fullest and most carefulreview, includingextensivepublic
hearings,for severalreasons:

1. Wal-MartStores already offers an extensiveset of financialservices, includingmoney
orders,on-site AlMs, consumer credit,and so on, to the diverse clientelethat buys goods
at Wal-Martstores. This clientele includesmanylower-incomepeople, who often lack
sophisticationin managingtheir financialaffairs, and who are now the locus of intense
competitionby bank and non-bankfinancialfirms. Since a large proportionof these

~ustome~'per&pna1;c9.~~S~~,~~~~~~~e~ are made at Wal-Mart, co~icts of .
m~~s~~~~-C?~~t4eJi}J~tJ~~W.~?go~ercI~.arms.ofWal-~art's ~peratlOnsmay ~se.
Glyen the,~ettl~~~te-9¥~cI~ competitIonfor lower-mconiecustomers;'andgIven
the rapi4,~~qJ~~q~'.Qfi~~a~o~s~i~g f~ ,andappropriatetreatmentofthese
custom~~ in'baI1king'm¥~ets~1twoUldbe best'todelay approval of a new charter that
~~~~i.wficanpY;,~~ct'tlie.b~g~ ptacti~es:ofmanylower-incomecustomers. '
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2. The,Gramm-~e~ph BHl~y~ct, 'passedbytheUSCongressandsignedintolawby
PresidentClintonin 1999"I'e$i9!e.dthe abilityof commercialentities to enterbanking.
This Act was passed in the wake of the manyrecent financial and banking crises in the
US and abroad;these crises have demonstratedthat even carefully consideredloan
contractscan leadborroyyefs,f!P4JeI,lde!Salike into default and insolvency.It must also be
co~idered that the uS 'Fedei'alReservestandsready, as the guarantorof orderlinessin
US and global financial markets, to serve as "lenderoflast resort"'in any such crisis.
This cT~,es ~potentia!.moral hazard: if firmsthat operate in US financialmarkets
weaken considerably,the Federal Reservehas 1'10choicebut -tointerveneto maintain
systemicstapility. Becauseof the sizeofWal-Mart, and because its cash flows and
revenuesderive primarily fromnon-fmancial activity,permitting.Wal-Mart to operatea
financi~ intermediary~Qu;ld'expoSethe FederalReserVe--and 'inlplicitlyAmerican '
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3. Becauseof the central role of depositoryfinancial institutionsin community,household,
and business welfare, and in recognitionof the speciallender-of-Iast-resortsupportthat
depositoryinstitutionsenjoy underUS law, these institutionsare requiredto complywith
the CommunityReinvestmentAct of 1977(12 U.S.C. 2901). This Act requiresbanking
firms to identify and respondto the credit and bankingneeds of their entire marketarea.
Bankingfinns have since 1977expendedconsiderableresources in complyingwith this
Act. Academic studieshave consistentlyfoundthat the CRA increasesfull and fair access
to banking services. It is not clear whetherWal-Martcan be held accountablefor the
banking servicesit deliversunder this Act. As the largest retail companyin the United
States,Wal-Marthas a vested interest in mitigatingretail competition;this is a very
differentcircumstancethan meetingthe bankingneedsof the smallbusinessesoperating
in a given market area. That is, unavoidableconflictsof interestsmayprevent the
companyfrom being fully CRA-compliant

In sum,the markets for banking servicesare changingrapidly,with some depositoryinstitutions
choosingnot to offer instrumentsonceconsideredpart andparcel of core bankingactivities,and
non-bankfirms offering iOstrumentsthat provideportionsof core banking services.Many open
questionsexist at the present time, includingthese: Can a firmthat secures an industrial loan
companycharter emit instrumentsthat effectivelymimic the productsofferedby banks? What
guaranteesare there that Wal-Martwill providecredit to its customers in a manner that is
consistentwith their long-term financialviability?There are not, at present, answersto these and
manyother questions.

SinceUtah permits de novo interstatebranching,once this charter is granted, Wal-Martwill
acquirethe abilityto open non-bankbank branchesthat may profoundlyaffect the lives of many
Americans.This suggests the need for carefulconsiderationof the consequencesof approving
this application.I urge you to engage in such careful considerationin this case.

Best regards, .....

h~
GaryDymski
Director,Universityof CaliforniaCenter Sacramento(UCCS)
Professorof Economics,Universityof California,Riverside(on leave)

Home address:

1414 17thStreet Apt 33
Sacramento CA 95814

Businessaddress:
UCCS
1130K StreetSuite LL22
SacramentoCA 95814

Email: gdymski.ix.netcom.com
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OFFICE OF THE CHAIRMAN
CORRESPONDENCE ASSIGNMENT

OC 05-258 ASSIGNED TO: DSC-S DATE: 08/18/2005

CORRESPONDENT: GARY DYMSKI
DIRECTOR
UNIVERSITY OF CALIFORNIA CENTER
SACRAMENTO
PROFESSOR OF ECONOMICS, UNIVERSITY OF
CALIFORNIA, RIVERSIDE

MR. DYMSKI WRITES TO COMMENT ON THE WAL-MART APPLICATION.

THE ATTACHED CORRESPONDENCE HAS BEEN ASSIGNED TO DSC-S FOR
ATTENTION AS APPROPRIATE.

IF YOU HAVEANY QUESTIONSRELATINGTO THISASSIGNMENT,PLEASE
CONTACTTHE CORRESPONDENCEUNIT OF THE OFFICEOF LEGISLATIVE
AFFAIRS AT 898-7055.

DISTRIBUTION:
MR. ARRINGTON
MR. FRENCH
MS. TOPPING
FILE
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